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NEW ZEALAND: KEY ECONOMIC INDICATORS 


All amounts in this table are in US$ millions (unless 


Average exchange rate for year ending March 31, 1978: US$1 
Average exchange rate for year ending March 31, 1979: US$1l 
Average exchange rate for year ending March 31, 1980: US$1l 
All March 31 Year Ends unless otherwise stated 
New Zealand Fiscal Year covers period April 1 - March 31 


INCOME PRODUCTION EMPLOYMENT: 


GDP at current prices (1) 
GDP at constant prices (1965-66) (1) 
Per Capita GDP current prices 
Plant & Equipment Investment (1) 
Disposable Income (1) 
Indices: (2) 
Industrial Production (3) 
Average Labor Productivity (3) 
Average Industrial Wage (4) 
Labor Force (000's) (estimate) (2) 
Average Unemployment Rate (Embassy est*) 


MONEY AND PRICES: 


Money Supply (M1) (5) 

Commercial Bank Overdraft Interest 
Rate (%) (5) **National Bank est. 

Indices: (2) 
General Price (6) (Embassy est*) 
Retail Sales (7) (Embassy est*) 


BALANCE OF PAYMENTS & TRADE: 


Gold & Foreign Exchange Reserves (5) 
External Public Debt (8) (Embassy est*) 
Annual Debt Service (8) (Embassy est*) 
Basic Balance (5) (Embassy est*) 
Balance of Trade (2) 
Exports (FOB) (2) 

U.S. Share (Embassy est*) 

Total (Embassy est*) 
Imports (CDV). (2) 

U.S. Share (Embassy est*) 

Total (Embassy est*) 


Department of Statistics 
Base - 1965-66 = 1000 

Base - 1978 = 1000 

Reserve Bank 

Base - December 1977 = 1000 
Base - December 1974 = 1000 
N.Z. Budget Publication 


On oOuU Rh WD 


1978 


15449 
5713 
4943 
2731 

10827 


1578 
1124 
1058 
1305 

2.4 


994 
2497 
469 
+231 
- 30 


396 
3301 


418 
3121 


New Zealand Institute of Economic Research 


1979 


18488 
6059 
5916 
3106 

13544 


1640 
1130 
1158 
1316 

4.3 


otherwise stated) 


NZ$O.98897 
NZ$O.94652 
NZ$1.00 (est.) 
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SUMMARY 


New Zealand's fundamental economic problems persist—high inflation, a severe balance 
of payments deficit, labor unrest, an outflow of skilled workers. In the short run, 
Government is seeking to "fine tune" the economy by making frequent minor changes in 
its economic management policies. The major deficit in the Government budget refuses 
to go away, however, and monetary and fiscal policy will remain essentially 
contractionary. A more flexible exchange rate has been introduced, and a forward 
exchange market created. Several small initiatives have been undertaken which point 
toward an effort by Government to slightly loosen the tight rein it has traditionally held 
on the economy. 


The short-term outlook for the economy is not particularly bright. Fueled by fears of 
continually rising prices, consumer demand was strong through the first half of 1979, 
but began to manifest a decline as the year ended. Manufacturers, suspicious that this 
was a temporary phenomenon, have hesitated to invest in new plant and equipment, and 
investment is down and likely to remain so during 1980. After a very good year in 1979, 
farmers anticipate a levelling off of returns in 1980 and are somewhat more cautious 
now than they might have been a year ago. Concerned that wages are being eroded by 
inflation and that a depressed economy must inevitably mean layoffs, unions are even 
more restive than "normal" and more labor unrest is probable during 1980. 


Despite such considerations, New Zealand is essentially a country on which Dame 
Fortune has smiled. As a major food exporter, its pastoral products output will 
continue to be in demand abroad. As a major and growing exporter of forestry 


products, there will be no insurmountable difficulties in marketing the growing output 
of its forests as large areas of the globe become increasingly deforested. Electricity is 
already available in abundance, and vast reserves of natural gas and coal will be brought 
into production over the next decade and more. New Zealand's long-term outlook is 
thus a postive one, and by the mid-1980's it can be anticipated that the balance of trade 
will move into sustainable surplus and the negative balance on invisibles (which will 
increase substantially over the next few years) should begin to improve as repayments 
on principal are able to be made. 


THE FACTORS 


Agriculture: 


Most New Zealand farmers fared very well in the fiscal year to March 1979 with the 
Ministry of Agriculture estimating that net farm income rose 38 percent. For 1979/80 
net farm income is expected to remain static as costs rise to soak up the anticipated 13 
percent increase in gross farm income. 


Total agricultural production for 1980 will not vary much from 1979. Sheep and wool are 
estimated to increase moderately but beef and dairy production will be down slightly. 
Production of other crops will be about the same except that a larger apple crop is 
expected. 


Exports of agricultural products will continue to provide the bulk of New Zealand's 
foreign exchange. Increased prices for beef, even with the lower supply, will make it 
again one of the major earners of foreign currency. However, export receipts for wool 
for 1979/80 should show the sharpest increase as prices are up about 15 percent over 
last year, averaging about $2.72/kg greasy basis, and production is expected to be up 
from 3 to 5 percent. 
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Exports of dairy products will be similar in volume to 1979 with some decline in butter 
and a corresponding increase in cheese. Also expected are increased exports of whole 
powered milk and casein. 


Estimates for major agricultural export earnings for 1980, as compared with 1979, are 
as follows: 
(NZ million dollars) 

1979 estimated 1980 estimated 
Meat 1,400 1,600 
Wool 810 900 
Butter 235 230 
Cheese ~ 90 95 
Other dairy products 340 360 
Other animal products 390 405 


Indications are continuing in the agricultural sector that the Government is reducing its 
direct control of the economy. During 1979, the Government moved from specified 
input subsidies to minimum price guarantees for certain products. Recently, the 
Government has removed the ban on raising rabbits and introduced a bill to delicense 
the establisment of slaughter houses and meat processing plants. It has also moved to 
delicense the farming of deer, an industry which has had exceptional growth in the past 
-5 years. 


However, even with these actions the farmers' confidence in the future is mixed. They 
feel they are subsidizing the manfacturing sector which is protected by restricted 
import practices. Investment in agriculture has been limited. One of the main 
problems of the Government is to find an incentive program that will encourage 
farmers to increase production, particularly in the sheep industry. 


Manufacturing: 


Manufacturers in New Zealand can be divided into two groups. By far the largest 
encompasses those firms heavily dependent on the domestic market. For this group, 
visions of a continually depressed economy lead to low levels of confidence in prospects 
for 1980. Falling demand, difficulties in finding skilled labor, shortages of competent 
supervisory personnel, expectations of labor unrest, tight credit, high interest rates and 
repeated rumblings from Government about reducing the level of protection for 
a industries and opening up the economy to increase competition lead to somber 
orecasts. 


For the other, and much smaller, group of manufacturers — those whose firms are 
heavily involved in export — prospects are much brighter. Exports of "manufactures" 
have been growing at a healthy pace in recent years; in the twelve months to June 30, 
1979, for instance, they accounted for some 24.5 percent (over $1 billion) of total 
export receipts, an increase over the preceding year of 25 percent in value. (Included in 
this figure are earnings from exports of forestry products and metals and minerals, as 
well as industrial products.) Very generous government incentives to exporters, 
combined with the continuing availability of finance for export-related costs, have 
encouraged manufacturers to move more heavily into production for overseas markets; 
as they have found that they can survive the competition abroad (including that in the 
U.S.), they have gained confidence. Informed observers believe that exports of 
manufactures will continue to grow by an average of 20 percent per year through 1984, 
by which time they will account for over 1/3 of total earnings. Even then, however, 
export sales will represent only 16 percent of total output of manufactures. 





On balance, the outlook for the "manufacturing" sector as a whole is for no real growth 


in output in 1980. The optimism of the small export group is compensated for by the 
fears of the larger group tied to the local market. 


Labor: 


Registered unemployment reached 26,889 in November 1979, a post World War II record. 
Combined with the 25,648 persons on government-finance special works projects, the 
total number of persons without jobs was thus 52,537, or about 4.0 percent of the 
1,316,000-member work force. If calculated by U.S. methods, however, the percentage 
of unemployment would probably be between 2 and 3 points higher. 


As a result of the unfavorable economic and employment situation, large numbers of 
professional, skilled and technical workers continue to leave New Zealand for other 
countries, particulary Australia, where wages are higher, taxes lower, and the future is 
perceived to be brighter. For the past two-and-one-half years more persons have 
emigrated from New Zealand than have immigrated to it, a startling reversal of the 
historical pattern. Surveys indicate that a high percentage of the emigrants are among 
the most "employable" people in the country, and many New Zealanders doubt that the 
emigrants will return even if the economy were to enjoy a fundamental upswing. Even 
now there are shortages of certain categories of skilled workers, and efforts are being 
made to recruit staff abroad. 


On August 8, the Government's Remuneration Act of 1979 was passed by Parliament, 
replacing the general wage order system of wage fixing that had been a feature of New 
Zealand industrial relations for half a century. The Remuneration Act, which gave the 
Government the authority to reduce "excessive" wage settlements, was vehemently 
opposed by trade unionists who believed it would result in wage controls. 


The new system was eventually tested when, in mid-September, a major negotiation 
concluded with agreement on a pay increase of 11 percent and fringe benefits worth 
another 8.6 percent. Government moved quickly to cut the award back, and the 
Federation of Labour called a general strike (the first since 1913). The strike was only 
marginally successful, and in the end the Arbitration Court granted a pay increase of 
10.4 percent which Government accepted, and which became the standard guideline for 
subsequent negotiations by other unions. 


Labor-management relations are strained, and labor feels increasingly frustrated. Both 
sides seem to believe that the traditional New Zealand system of handling disputes has 
become obsolete and is in need of drastic revision. The rate of "walkouts" remains high 
as unions are quick to attach any change by management that they believe may be 
used—even indirectly—as the "thin edge of the wedge" to lay off workers or blunt wage 
demands. 


THE CONCERNS 
Inflation: 


Since 1975, New Zealand's inflation rate has been significantly higher than the average 
for the OECD countries. The consumer price index for the fourth quarter of CY 1979 
had risen by 16.5 percent over the fourth quarter 1978 level. Most frightening, 
however, was the rise of a full 5 percent in the September 1979 quarter alone, the 
highest quarterly rise since 1947. 
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There are many causes for these increases. Rapidly rising oil prices are a major 
contributor, both for their direct effects and for the indirect impact they have on the 
cost of imports and the charges for transport to and from other countries. The New 
Zealand dollar has fallen gradually since the introduction of the crawling peg exchange 
rate system in June 1979, further compounding these influences. In addition, many 
producer costs and consumer prices are "indexed," limiting the short-term effects of 
falling demand in reducing prices. Government is reducing a number of subsidies on 
basic commodities, as well. Should the Government take additional measures to 
stimulate consumption in 1980, the pressures brought about by a resurgence of demand 
in the first half of 1979 will reappear. 


Investment: 


Lagging investments in both the private and public sectors has been a major force 
dampening the economy throughout 1979, and is expected to remain so in 1980. In the 
private sector, this has reflected lagging business confidence, tight liquidity within 
firms and in the banking sector, a squeeze on real profits, high and rising interest rates, 
a declining population, industrial unrest, low demand, and inflation. In the Government 
sphere, efforts to hold back the growth of the budget deficit have led to severe cuts in 
roadbuilding, school, hospital and other construction. Over the last quarter century, the 
ratio of investment to GDP has generally averaged between 20 percent and 25 percent, 
rising as high as 27 percent in 1975/76. For the year to March 1980, it is expected to 
hover at 20 percent and to remain at that level into 1981. In present circumstances, 
producers are allowing stocks to be depleted and holding on to old plant and equipment 
rather than investing in new facilities. For example, in the year to June 1979, while 
manufacturers experienced sales increases averaging 22 percent, they increased stocks 
of finished goods by only 12 percent (a marginal decline in real terms with inflation 
taken into account). 


Balance of Payments: 


One of the major problems faced by the economy is the mounting invisibles deficit in 
the balance of payments. Over the past five years, the invisibles deficit has increased 
nearly five-fold to a level of $1,207 million for the year ended September 30, 1979. 
Major contributions to this movement have been the rapidly-rising costs of 
transportation, travel and debt service. The external public debt represents over 18 
percent of GNP and 72 percent of export earnings, up from only 5 percent and 26 
percent respectively in 1974. Servicing that debt currently requires 4.5 per- 
cent of export revenues. The invisibles problem will worsen within the next 
several years due to the prospect of further substantial overseas borrowings 
to finance the balance of payments deficits and major construction projects 
(this will be especially true in the energy and forestry sectors). 

The trade account, by contrast, has been in surplus for the last three years. During the 
twelve months ended September 30, 1979, total export revenues amounted to $4,304 
million, while total import payments came to $4,138 million. During 1980, it is 
expected that export volumes will hold steady while export prices will level off in real 
terms. with the rapidly-rising price of oil, and with the expected gradual slide of the 
exchange rate now that a "crawling peg" system is in place, the country's import bill 
ean be expected to rise in real terms in 1980. The net result is likely to be a trade 
account in balance or slightly in deficit for the 1980 calendar year. 


New Zealand is entering foreign capital markets with some confidence. It is moving 
rapidly and decisively to bring its massive natural gas reserves into production, and is 
proceeding with planning for the exploitation in the 1990's and beyond of vast coal 
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reserves and its huge forestry potential. These developments will require mammoth 
capital investments, but are expected to produce significant long-term import 
substitution effects and lead to substantial increases in export revenues. While 
short-term prospects may not be bright, hopes are very high for the long-term. 


GOVERNMENT POLICY 


Exchange Rate: 


In June 1979, the N.Z. dollar was devalued by 5 percent. Of greater long-term 
importance, however, was the introduction from that time of a crawling peg exchange 
rate system. Since June, the dollar has declined against a "basket of currencies" by 
approximately 3/8 of one percent per month, and it is anticipated that this downward 
trend will continue during 1980 at about the same pace. This will have a negative effect 
on the balance of payments in the short term, but should obviate the necessity’ for 
major devaluations in the future. The latter fact will help to build up confidence among 
exporters, and will probably have a marginal impact on import volumes in 1980. 


A forward exchange market was created in June, also. Thus, exporters can know in 
advance the true costs they will bear in currency conversion transactions and this, too, 
should prove, over time, a source of increased confidence to the New Zealand exporter. 


Fiscal and Monetary Policy: 


The Reserve Bank tightened up on monetary policy during 1979, although it has taken 
steps to ensure the availability of funds for export-related transactions in the face of 
contracting liquidity among financial institutions and rising nominal interest rates. It is 
expected that the money supply (M1) will have increased by only 4 percent during the 12 
months to March 31, 1980. 


Government fiscal policy over the past year has been contractionary. For the fiscal 
year ended March 31, 1979, the government budget deficit was $1,446 million, 
representing over 9 percent of GNP and over 21 percent of total government 
expenditures for the year. This deficit is expected to contract by perhaps $100 million 
during the 1979/80 year. Interest rates will remain high over the next 12 months 
(informed observers speak of the commerical bill rate reaching 18 percent by March), 
and banks have been informed that the growth of private sector credit (23 percent in 
the year to November 30, 1979) which has helped to keep demand high, must be slowed. 
The Government can be expected to provide some modest stimulation through marginal 
tax rate adjustments over the coming months, and may introduce more -substantial 
measures to stimulate the economy when the next budget is presented in June. 


Restructuring the Economy: 


New Zealand has traditionally enjoyed, or suffered from (depending on one's point of 
view), tight government controls over many aspects of economic activity. Inefficient 

local producers have been protected by government regulations (import licensing and 

high tariffs most notable among them). The price mechanism has been distorted by 
direct price control on some goods and services and subsidies on others. Government 
corporations compete with the private sector and, in the case of the rail system, have 

large annual losses met from tax revenues while tight restrictions on road transport 
operators reduce the competition the railways must meet. Shopping hours are 
controlled. Farmers' incomes are "stabilized." Licenses are required to undertake a 
wide variety of business activities. 
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As part of its efforts to "restructure" the economy and place greater emphasis on 
exports, the current Government has begun, albeit haltingly, a process of loosening the 
controls and encouraging more reliance on market forces. The administration of import 
licensing is being liberalized very slowly. Price controls are being loosened and 
subsidies on basic commodities reduced. The requirement that new meat works be 
licensed by government was only recently abolished. 


A government study of the textile industry just released has recommended, in effect, 
that some inefficient operations be allowed to wither while more efficient aspects of 
the industry should be encouraged to develop further. For such concepts to be aired 
even two or three years ago would have been unusual. Government is also encouraging 
more foreign investment and more industrialization to increase employment and export 
revenues, and to introduce more competition within the domestic economy. There will 
be no dramatic shifts of direction overnight, but there is already clear evidence of a 
gradual movement toward a more open and competitive New Zealand. If this movement 
is allowed to continue umimpeded, it should bode well for the long-term strength of the 
economy. 


THE LONG TERM VIEW 


With the arrival on-shore of Maui gas; with the letting of the first construction contract 
for an ammonia-urea plant based on that gas; with plans for a major expansion of the 
Marsden Point oil refinery being finalized; with decisions having been taken to establish 
a methanol industry and synthetic fuels production; and with studies of potential uses of 
mammoth reserves of coal and lignite proceeding, New Zealand has passed a turning 
point in its economic history. Following decisions taken last year and to be taken in the 
coming months, increased industrial investment based on energy resources should begin 
to be visible in 1981, and by 1985 New Zealand will be well on its way to a substantial 
degree of energy self-sufficiency. Energy-intensive industries such as smelting are also 
expected to develop in New Zealand based on the availability of excess electricity, 
particulary in the South Island, and on gas and coal. 


Further down the road, from about 1990 onwards, production from the country's forests 
will increase four- to five-fold. Already a major export earner, forest products will 
become even more significant in the total economy as the new century approaches. As 
with energy, substantial investment will be required, and much of that will come from 
abroad. 


New Zealand remains an efficient food supplier, with the potential to increase output as 
marginal areas come into production. Over the long term, this is one more area in 
which New Zealand has what the world will increasingly need. As with energy and 
forest products, the impact on the balance of payments and on the strength of the New 
Zealand economy should be substantial, and positive. 


Discussions are under way between the Governments of New Zealand and Australia with 
a view to developing some form of closer economic cooperation between the two 
countries in the future. While these talks are only at a preliminary stage, the possibility 
that a customs union might eventually emerge cannot be dismissed. Should this happen, 
New Zealand would presumably have to accept a lowering of its protection as least 
against imports from Australia in exchange for some form of increased access for its 
own goods into the Australian market. 
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IMPLICATIONS FOR U.S. BUSINESS 


Export Opportunities for U.S. Products: 


Despite the economic difficulties forecast for 1980, the U. S. as a major supplier of 
industrial machinery and components, sophisticated instruments, and other 
high-technology labor-saving equipment, will remain one of New Zealand's principal 
suppliers. The N.Z. Government is making determined efforts to strengthen the 
country's export performance and this augurs well for American suppliers of machinery 
for both the agricultural and industrial sectors as well as for suppliers of raw materials. 
Equipment for the rationalization and "upstream" development of the food industry, 
including processing and packaging, and equipment for the fishing industry will be in 
demand over the next few years. Renewed expansion in the forestry industry is 
anticipated later in the decade when new forests begin to reach maturity. Industries 
based on natural gas are being established now that Maui gas has come on-stream. 


Approval was recently given for the construction of the first of many industries based 
on the Maui resource. An ammonia-urea plant will be built and is expected to be 
operational in the early 1980's. Other developments expected to be completed by the 
mid-80's include the building of a synthetic gasoline plant, a methanol plant, and a plant 
to process liquefied petroleum gas (lpg). Plans are also being implemented to convert 
up to 150,000 motor vehicles to either lpg or compressed natural gas by 1985. It is 
likely that an extensive petrochemical development based on the Maui resource will 
also be announced. 


The Government of New Zealand's attitude towards foreign investment has changed 
somewhat over recent months. Although there have been no fundamental changes in its 
laws, the Government has recently decided to encourage more investment providing 
that it is oriented toward import substitution or production for export and that jobs will 
be created. This change in attitude is evidenced by the many industrial developments 
now being discussed. These proposals include a substantial extension to the Glenbrook 
steel works in the North Island and new industries based on plentiful South Island 
hydroelectric power and/or natural resources. These new industries may include an 
aluminum smelter, a ferro-silica plant, a nickel smelter and a silica carbide plant. 


Because of the static population and a continuing recession, no real growth is expected 
in those industrial sectors that supply the domestic market. However, those New 
Zealand firms involved in substantial export sales should provide U.S. suppliers of raw 
materials and machinery good sales possibilities. Opportunities are particulary good in 
the food processing industries, in process controls and instrumentation, and computers 
and accessories, as well as the following areas which will be featured in export 
promotional events planned for New Zealand over the coming months: equipment for 
the plastics industry, security and safety equipment, micrographics, and machine tools. 


Exporters Need to Pay Attention to New Zealand Market Conditions: 


For the most part, the New Zealand tariff applies equally to all countries. Canada 
enjoys preferences on a very few items, the U.K. continues to enjoy a preference on 
automobiles, and Australia enjoys substantial preferences on a wide range of products. 
Developing countries also enjoy preferences on selected items in accordance with the 
United Nations Generalized System of Preferences. Apart from these exceptions, 
tariffs apply equally to all suppliers of those goods which the U.S. exports to New 
Zealand. * 


Unfortunately, however, New Zealand's import licensing system, which has been in 


force since 1938, as a general rule restricts, and sometimes prevents, imports of goods 
when a comparable product is being made (or could be made) in New Zealand. 
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